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Abstract

International tourism is one of the most rapidly growing industries in the world, and many
developing countries see it as a possibility to increase export earnings. One problem with
tourism is that it often tends to require huge amounts of imports, and the tourism industry has
very little impact on the national economy. Cuba has, however, given international tourism a
key role in new development strategy since the beginning of the 1990s. The Cuban
development strategy explicitly refers to the buoyant tourism industry as an engine of growth
(‘una locomotora de desarollo’). This paper discusses the tourism boom in Cuba, its main
actors, its effects on the national economy so far, and the sustainability of the new
development strategy in a longer perspective.

Introduction

This paper addresses what appears to emerge as a new development strategy in Cuba. The
strategy is based on using the buoyant tourism industry as an engine of growth (‘una
locomotora de desarrollo’) for reindustrialisation (Figueras 2001a). The paper looks into the
instruments of this new strategy, how it is intended to work, how it actually is working, and to
what extent one can already at this stage discern some impact of this strategy on structural
change and growth patterns in the Cuban economy. The strategy is aimed at both upgrading
local industry and at substituting imports. But why focus the strategy on tourism? First of all
because tourism is an industry that, if unregulated, tends to require huge amounts of imports,
and where there hence should be many import substitution possibilities, enabling the
restructuring and upgrading of the local industry. Secondly, because tourism is considered to
be an area where Cuba should have clear comparative advantages (‘sun, sand and salsa’), but
also develop other segments like health tourism, ecological tourism, and cultural/historical
tourism.

The tourism industry has no doubt been a success so far in Cuba. The number of foreign
visitors to the island increased from 370 thousand in 1990 to 1 774 in 2000 (Table 1),
although the number of visitors remained practically stagnant in 2001, as a result of the
decline in world wide travel after the terrorists attacks in New York on 11 September, 2001.
In terms of foreign currency generation, tourism is today by far the biggest moneymaker in
the Cuban economy, and its contribution to the balance of payments increased from 4 per cent
in 1990 to 43 per cent in 2000. Gross income from tourism was in 2000 estimated to US$ 1.9
million, compared to a total of US$ 1.5 billion from exports of goods (primarily sugar and
nickel) in that same year.
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Gross investments in the tourism industry accounted for almost 20 per cent of all gross
investments in Cuba during the 1990s (Figueras 2001b). The number of employed in the
sector is estimated to between 100-150 000 (depending on accounting methods) and some
additional 200 000 are estimated to work indirectly for the tourism industry. Another study,
based on input-output analysis (especially adapted for analysis of the linkage effects from
tourism) indicates that 100 new jobs in the tourism sector creates 138 additional jobs in firms
that deliver goods and services to hotels, catering and entertainment (Garcia & Pérez Mok
2001, and Figueras 2001a).

Table 1. Indicators for the Cuban tourism industry, 1990-2000

Tourists Rooms Gross income Income per Local
tourist sales***

Thousand Thousand US$ million US$ %
2001 1775 37.2 1900 1070 65
2000 1774 34.7 1 948 1 098 61
1999 1 603 32.3 1901 1186 53
1998 1416 30.9 1759 1242 49
1997 1170 27.4 1515 1295 *
1996 1 004 26.9 1333 1328 *
1995 746 24.2 1100 1475 *
1994 619 23.3 850 1373 *
1993 546 22.1 720 1319 *
1992 461 18.7 550 1193 *
1991 424 16.6 402 948 *
1990 340 12.9 243 715 12%*

Sources: AEC 2000; Figueras 2001; Garcia & Pérez 2001 ; Marin (2002)
* no available data
**estimate based on Figueras (2001b)

**%* Local sales in foreign currency to the tourism industry as share of total goods and services consumed by the
tourism industry

The development of international tourism was at the beginning of the crisis seen as just a
temporary solution to the growing hard currency gap in the external accounts, which together
with a series of other alarming macro economic imbalances led to the Special Period.
However, it is now clear that tourism is increasingly seen as having a key role in a long-term
development strategy. The tourism industry has linkage effects to many sectors in the Cuban
economy and by substituting imports many plants have been upgraded and modernised. New
and more efficient production and management systems have been put in place, often in
collaboration with foreign partners, as a rule joint ventures. The upgraded companies supply
goods not only to the tourism sector as such but also to the so-called dollar shops (TRDs),
where most of the customers are Cubans with access to dollars.
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An ISI strategy of a new type?

Until the economic crisis set in at the beginning of the 1990s, Cuba’s extensive growth model
was conditioned by the supply of capital and intermediate goods from Comecon, especially
the Soviet Union. The idea was to set up a domestic industry based on Soviet machinery and
technology. After the demise of the Soviet Union, and the termination of preferential trade
agreements, this import substitution industrialization (ISI) model collapsed.

When the tourism boom started in the early 1990s, there were very few local companies that
were able to supply the rapidly growing tourism industry with goods and services of
international standard. Thus the overwhelming part of the inputs to the sector had to be
imported. It has been estimated that only 12 per cent of goods and services consumed by the
tourism industry came from local producers in 1990.

This was quite noticeable to anyone who was staying at a Cuban four or five star hotel in the
early or mid 1990s. Practically everything seemed to be imported, from sheets in the beds, the
towels in the bathrooms, the furniture, beds and mattresses in the bedroom rooms. In the
restaurant much on the menu was also imported, such as beer, wine, mineral water and basic
ingredients for many of the food dishes in the restaurant. Even the working clothes of the staff
were imported. Infrastructure was also lacking. Kitchen equipment, restaurant furniture and
lifts had to be imported, and the same with the telephone and TV sets in the rooms. Cuba was
suffering its worst crisis ever and the transport and telecom systems were collapsing.

At the beginning of the 1990s the tourism industry was mainly seen as a temporary solution,
that is, as long as the difficult economic situation (‘periodo especial en tiempo de paz’) lasted.
In a address on 26 July in 1990, Fidel Castro expressed it in these terms:

“We work on developing tourism with the objective of increasing our revenues in convertible
currencies, in order to satisfy many necessities of the country, and especially in moments like
these”.

It was thus clear that the income generated by tourism would first of all be used to
compensate for dramatic fall in export earnings after the collapse of the ‘socialist camp’, and
serve as a temporary ‘cushion’, facilitating minimum necessary imports for the country as a
whole (not least for consumption). Gradually this ad hoc solution has been transformed and
further elaborated into a full-fledged long term development strategy to achieve not only
economic recovery, but also implying significant structural changes of the economy (and also
to some degree the economic system) and modernization and technological upgrading of the
local industry and services, based on an ISI strategy of a new type.

The new ISI strategy seems to be based on the following principles:
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1. At the centre stage are the new holding companies, ‘corporaciones’, (see further below)
that allocate the supply to the dollar market in Cuba with goods and services (both imports
and locally produced). Most of these companies are new, while some are rather old ones (like
Cimex). These holding companies are invested with broader functions and responsibilities,
while at the same time they are relatively independent from the interference by the
government.

2. Local industries are being upgraded and modernized in order to compete with, and
ultimately substitute, imports. The local upgraded industries are encouraged to deliver high
quality, competitive goods to the a) the tourism sector, b) to the local dollar market (TRDs) ,
and c¢) subsequently, also find export markets. Instrumental in this endeavour is collaboration
with foreign companies. This collaboration can take the form of joint ventures, management
contracts, and so-called cooperative productive agreements.

Joint venture agreements imply the creation of a company jointly (50-50, or 51-49) owned
company between a Cuban partner (see below) and a foreign partner. As a rule the Cuban
partner offers the land, and the foreign partner takes care of the capital investment. In 2000
there were 20 JV agreements in the hotel business in Cuba. These hotels accounted for 3 540
rooms (about10 per cent of the total), with another 9 560 under construction. Most of the JVs
are with Spanish (Sol Melid, Grupo Riu, Iberostar), French (Accor and Club Med), German
(LTI), Italian (Ventatur), British (Qualton), Canadian (Life Hotel) and Dutch (Golden Tulip)
companies. It is estimated that JVs will account for 20 per cent of all room capacity by 2005
(Figueras 2001b).

Management contracts. There were in 2000 seventeen international hotel chains that had
management and marketing contracts with Cuban counterparts, with 54 hotels and about 17
000 rooms (or about 48 per cent of all rooms available for international tourism). The
management contracts have a validity of five to seven years but can be prolonged if the
partners so wish (and the contract conditions might also be modified in such a case). An
important principle for the foreign partner is as a rule to have the right to appoint three key
persons, namely the managing director, the market manager, and not least the chef de cuisine.

Cooperative production agreements are a relatively new phenomenon (the law was passed as
late as in December 2000). As with joint ventures, the main objectives with this new type of
collaboration are to obtain capital, modern technology and know, and to substitute imports
and ultimately to be competitive on the global market. The cooperative productive agreements
can take many forms. The foreign partner, ‘the investor’, supplies the Cuban partner (e.g. a
local textile plant) with raw material, and/or technology and know-how in exchange for a
fixed sum per product produced. The foreign partner might also opt for purchasing the
finished product for export. There are many advantages for the investor with this type of
agreement. The investor does not have to pay the high labour cost charged by the Cuban



CDR Working Paper 02.10 Centre for Development Research e Copenhagen

partner in joint ventures (as stipulated by the 1995 investment law). Another benefit is that the
investor does not have to pay taxes since the company remains 100 per cent Cuban. A
negative aspect is that these are arrangements that tend to be of smaller size, during a limited
period of time, and where the investor has little or no managerial control.

Las Corporaciones

The ‘corporations’ (as they are usually referred to) are mostly acting as huge holding
companies, primarily operating in the dollar market economy (principally locally but also
increasingly abroad, export-import, and increasingly as tour operators). The dollar market can
broadly be defined as: the tourism sector, and the local retail stores (primarily TRDs).

Cubanacan is the most important Cuban holding company in the tourism sector. It had in
2000 a gross revenue of US$ 297 million, with a market share of 27 per cent (Table 2). The
Cubanacan Group has nine branch offices in Europe, Canada and Latin America, and has 15
companies that operate 55 hotels (of which many are joint ventures), 52 restaurants, three
‘marinas’, 13 scuba diving centres, 38 health centres and hotels specialized in health tourism.
It also has a travel agency and a transport agency with car rentals and taxis. Cubanacan runs
most of Cuba’s five star hotels (8 out of 13) and it is also the most important partner in joint
venture deals (Table 3). It has 26 JV and/or management contract deals. All of the five star
hotels are in cooperation with foreign hotel chains. Most important is Sol Melia (Spain),
especially after its acquisition of Hoteles Tryp (Spain) in 1999, which had four hotels under
management contracts. Cubanacan also has a Tourism and Health affiliate that offers medical
services in surgery, orthopaedics, cardiology, oncology, neurological restorations and other
specialized areas.

Gran Caribe S.A. is the second largest actor in the tourism business, although its interests are
almost entirely in the hotel business. It had an income in 2000 of US$ 208 millions with a
market share of 19 per cent. It owns 40 hotels, with 9000 rooms, of which three five star and
25 four-star hotels, of which 14 under JV and/or management agreements with foreign hotel
chains. It owns classic hotels like Hotel Nacional, Presidente, Habana-Riviera and Habana
Libre.

Gaviota S.A., with 27 hotels in 2001 (including 4 five stars and 12 four stars), is the most
rapidly expanding holding company in tourism in Cuba. It is a quite peculiar case since it is
managed by the Ministry of the Armed Forces (MINFAR, Ministerio de las Fuerzas Armadas
Revolucionarias). Gaviota had a 10 per cent market share in 2000.

Habaguanex S.A. was constituted in 1994 as a dependency on the Office of the Historian,
which in turn had been created a year before to be responsible for the restoration of Old
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Havana (declared World Heritage by Unesco). Habaguanex is, however, increasingly moving
into the hotel business in Old Havana. Its gross income has increased from US$ 11.3 million
to US$ 60.9 million in 2000. In 2001 it owned 11 hotels, of which one five stars and 5 four
stars, and is currently involved in the reconstruction of old classic hotels in Old Havana, such
as Telégrafo, Park View, O’Farril and Santander. It has also recently signed a joint venture
agreement with a Chinese company for construction of a 250-room hotel, Miramar-Malecon,
at the corner of Prado and Malecon (Granma 29 March 2001).

Horizontes S.A. and Islazul S.A. are smaller groups that are primarily operating one, two and
three start hotels in Cuba, many of which are old, but usually to some degree renovated,
hotels of the old Cuban vintage. They are important in numbers, however, with altogether 90
hotels. Horizontes Hoteles S.A. has 44 facilities with around 7000 rooms

Mintur also has a financing agency, Finatur, which works like a development bank. It
refunnels foreign currency earnings back to development projects aiming at increasing the
tourism dividend. Such a project is the construction of 500 ‘shadow houses’ (casas de
sombra) all over the island to enable the island to become an all around the year producer of
vegetables. Finatur also funnels capital investment projects in the manufacturing sector,
especially the light industry.

But it is not only the tourism industry that works with ‘local exports’. It is also the rapidly
growing market of retails stores (TRDs), pizzerias and cafeterias, primarily opened for the
increasing number of Cubans that have access to dollars. The most important holding groups
in this segment is Cimex, the by far biggest corporation in Cuba with 29 companies, including
a chain of small and large joint venture shops, gasoline stations, real estate agencies, tour
operators, and international finance bank, businesses in the duty free zones, import businesses
and associations with the manufacturers of consumer goods’(Granma, 10 January, 2001). Its
dollar sales in the national economy increased form the US$ 260 million in 1995 to US$ 640
million in 2000.

The corporations are all owned by the state but they reportedly act as independent units in the
same way as state owned companies in market economies work. Although the intention of the
government is to use the tourism industry as a means to reindustrialize and upgrade local
industries, it is claimed that this is not done in the traditional ISI way by protecting, and
favouring, domestic industry (Figueras 2001a). Although there may be different views on this,
at least one knowledgeable U.S. observer appears to support this claim,

"Cimex and all these entities I mentioned operate as free from the Government control and
oversight as any private sector firm in any country in the world. They borrow on the
international financial markets for their own account, they are audited by leading Western
accounting firms, and they are as flexible to undertake any business deal they want. But they
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have only one shareholder, the Government of Cuba. If they make their profit targets and
operate with acceptable margins, they keep going. If they do not, people are fired, new
management is inserted, and changes are made. What could be more capitalistic than this.’
(Kirby Jones 2000)

Table 2. Market shares of major ‘tourism units’ (operating in foreign currency)

1995 2000
USS$ million Per cent USS$ million Per cent
Cubanacan 186.3 33.1 296.8 27.0
Gran Caribe 115.6 20.5 208.3 18.9
Gaviota 30.9 5.5 106.6 9.7
Joint Ventures 54.0 9.6 93.8 8.5
Habaguanex 11.3 2.0 60.9 5.5
Rumbos 31.7 5.6 59.6 5.4
Caracol 53.4 9.5 52.4 5.1
Horizontes 45.5 8.1 51.3 4.8
Islazul 8.8 1.6 31.3 2.8
Others 25.9 4.5 139.1 12.6
TOTAL 563.4 100.0 1100.1 100.0

Source: Elaborated by the author from information supplied by Mintur

Upgrading and commodity chains

One of the systemic problems with the Cuban growth model before 1989 was that it had, like
other socialist models of accumulation, been based on so-called extensive growth. This means
that growth was mainly determined by the proportional growth of factor inputs. This leaves
little room for endogenous innovation and technological change in the model that would
allow for a more efficient use of the factors of production. Extensive growth has thus been
coupled with slow productivity growth in Cuba. During the second half of the 1980s labour
productivity was even negative (-3.9 per cent), which illustrates the saturation of the extensive
model.! Switching to an intensive growth model® thus became a necessity for Cuba even
before the real crisis set in at the beginning of last decade. However, the crisis might provide
an excellent opportunity to switch gear in the search for a more dynamic, intensive growth
mode, and ‘sustained productivity growth requires that an economy continually upgrade
itself” (Porter 1990, p.6).

There is no consensus on how best to approach the topic of (industrial) upgrading. There are
many different types of upgrading. The most commonly referred to is upgrading seen as

! For a discussion of this problem, see Claes Brundenius, ‘Upgrading and the Role of Human Capital in Cuba’,
in Pedro Monreal (ed.), Development Prospects in Cuba: Issues of an Agenda. London: ILAS (London, 2002).

% An intensive growth model is equivalent to factor productivity growth in the Western terminology, see Janos
Kornai, The Socialist System. The Political Economy of Communism, pp. 180-86, Clarendon Pres (Oxford,
1992).
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intersectoral shifts in the export sector, with an economy moving from exports of basic
consumer goods to more complex sectors, such as electronics, automobiles and information
technology (the ‘tiger economies’). Upgrading can, however, also be seen as an intrasectoral
shift from labour intensive, export-oriented assembly in Export Processing Zones (EPZs),
based almost exclusively on imported inputs, moving to more integrated forms of
manufacturing. Local suppliers will gradually assume greater importance in this process.
Upgrading can be seen as moving beyond the low value added niches associated with EPZs.

Table 3. Hotels for international tourism, by category and type of management, as of

2000

Owner One Star | Two Star Three Star Hotels Four Star Hotels Five Star Hotels
Hotels Hotels
Cubanacan None 2 11 own 9 own 8 of which all with
plus 3 with JV and/or | plus 12 with JV JV and/or Mana-
Management and/or Management | gement Contracts:
Contracts: Contracts: Hoteles Tryp /Sol
Qalton Qualton Melia (7) and
Golden Tulip Raytur Golden Tulip (1)
Life Hotel Hotel & SPA
Delta
Superclub (4)
LTI (3)
Sol Melia
Gran Caribe | None None 7 own 12 own 2 own
plus 3 with JV and/or | plus 13 with JV plus Management
Management and/or Management | Contract:
Contract: Contracts: Sol Melia
Venta Club Hoteles Tryp/Sol
Accor Melia (3)
Going One Venta Club
Raytur
Iberostar (2)
Grupo Riu (2)
Accor (3)
Super Club
Gaviota 1 5 7 own 4 own Management
plus one plus 7 Management | contract:
Management Contracts: Sol Melia
Contract: Sol Melid (5)
Accor LTI
Club Med
Habaguanex | None None None 3 own 1 own
Horizontes 1 17 28 None None
Islazul 13 21 10 1 None
Cubamar 3 1 1 None None
Others None None None 3 None
TOTAL 18 46 71 64 13

Source: Elaborated by the author from Directorio Turistico de Cuba 2000, and other official sources

Upgrading is also related to technological change and innovation, essential for total

productivity growth but also e.g. for environmental and ecological upgrading. Technological
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and organizational learning is an important aspect of upgrading. Learning, and capability to
learn, is essential since the prerequisites for competitiveness change over time. In the global
economy a high growth sector today may be a growth trap to tomorrow, leading to
immiserizing growth (Bhagwati 1958). The sugar industry in Cuba could be a case in point.’
Access to human capital and a highly skilled labour force is a necessary but not sufficient
condition for a nation to be able to upgrade and be competitive. Cuba possesses a lot of these
skills but an important matter is how these skills are utilized (Brundenius 2001 and 2002 [b]).

The industrial park in Cuba is old and obsolete and accelerated growth is dependent on
increasing investment in new plant, machinery and equipment, and increased productivity.
Increased productivity can only be achieved through technological upgrading, innovation and
efficient use of a highly skilled labour force. In Cuba, the inflow of FDI is considered to be an
important means in this endeavour, although not as an alternative but rather as a complement
to domestic capital accumulation.

In the Cuban context industrial upgrading primarily means fechnological upgrading, including
the accommodation of new organisational learning. For Gary Gereffi ‘industrial upgrading
involves organisational learning to improve positions of firms or nations in international trade
and production networks’.* Furthermore, participation in global commodity networks is a
necessary step for industrial upgrading because it puts firms and economies on potentially
dynamic learning curves’. This is no doubt also part of the Cuban upgrading strategy (and the
nickel example discussed below is a case in point), but the Cuban strategy is much more
complex than that. It also consists of technological upgrading of local industries that are
primarily producing goods for the local market, a kind of import substitution policy revisited.

The strategy consists, inter alia, of using the dollar sectors of economy (special shops and the
tourism sector) as incentives for upgrading the local supplier industries, since the latter have
to compete with imports. To some extent this policy has been successful: Sales by local
suppliers in the dollar economy have steadily increased since the legalisation of hard currency
holding, increasing from 25 per cent of total sales in 1996 to 61 per cent in 2000.” The
question remains whether these inroads are the result of successful upgrading, or rather (or at

3 The concept of ‘immiserizing growth’, as developed by Bhagwati and others, suggests that continuous growth
(in volume) of some sectors in developing countries could actually be self-defeating, arguing that export-biased
growth in developing countries could worsen their terms of trade and could hence lead to the paradox that they
are worse off after an export boom in volume terms.

* Gary Gereffi, ‘Industrial Upgrading in the Apparel Commodity Chain: What can Mexico Learn from East
Asia?’, paper presented at the international conference on Business Transformation and Social Change in East
Asia (Taichung, Taiwan, 1999). Industrial upgrading can also be viewed as a a government strategy to support
technological upgrading of hi-tech industries, see, e.g., Chiung-Wen Hsu and Hsueh-Chiao Chiang, ‘The
government strategy for the upgrading of industrial technology in Taiwan’, Technovation, 21 (2001).

5 José-Luis Rodriguez, ’Informe sobre los resultados econémicos del 2000°, Granma (Havana) 23 December,
2000.
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least to some extent) as the result of explicit import substitution policies (tariff and non-tariff
barriers).

Tourism as a commodity chain

Commodity chain theory is thus an interesting tool of analysis of ways and means for
countries/industries/branches/firms to move upwards the ‘value chain’. Commodity chain
theory is, however, mostly referred to in the context of industrial production chains in the
manufacturing industry, that are either ‘buyer-driven’ (e.g. the textile & apparel industries), or
‘producer-driven’ (e.g. the automobile industries). The first category are usually labour
intensive consumer goods industries, where retailers and brand names play a key role in
setting up decentralised production networks, while the second category is characteristic of
capital and technology intensive industries, where large transnational corporations play a
leading role. But so far the services industry has been conspicuously neglected.

The theory might, however, also be extended to the tourism industry as done in a pioneering
study by Clancy (1998). Although his study is limited to the an analysis of ‘value chains’ in
the airlines and hotel branches, his approach could no doubt be extended to the tourism
industry as a whole. In a total ‘tourist package’, like the one discussed above there are
different segments that can be appropriated by different actors, from tour operators, to
airlines, hotel managers, and local services offered to the tourists.

Industrial upgrading and foreign collaboration

Industrial upgrading in Cuba as a rule takes place in association with a foreign partner, either
in joint ventures, management contracts, risk contracts or other arrangements. In accordance
with official data total FDI stock in Cuba amounted to about US$ billion by the end of 2001,
with an announced (in the pipeline) amount of US$ 5.4 billion (Granma, 18 January 2002).
Most of the FDI has been invested telecommunications (37 per cent), mining (20 per cent),
while tourism is, surprisingly at first glance, only accounting for 11 per cent of the total
invested as of 1999. It should be stressed, however, that these share estimates are not official
Cuban data (since they are classified) but based on U.S. sources (Cubatrade.org). They may,
however, be realistic since most of the foreign collaboration in the hotel business in Cuba has
so far been with management contracts, and these are not recorded as FDI in Cuban statistics.

Mining, oil exploration and telecommunications are thus examples where foreign technology
and know how have been instrumental in the technological upgrading in Cuba. But the
tourism industry is also important in this context, not only in the construction and
management of hotels, but foreign companies are also important in the technological

10
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upgrading of many of the industries that supply goods to the tourism industry as mentioned
above.

Suchel-Camacho S.A. was established as a joint venture in 1995 between Suchel, an old
Cuban soap and perfume manufacturer in 1958, and Camacho S.A., one of Spain’s most
famous cosmetics companies. The factory, just outside Havana, is closely linked to the
tourism industry, accounting for the lion’s share of soap, shampoo and hand lotions to the
hotels. It is also increasingly tagging in on the rapidly expanding cosmetics market in the
TRDs. Its sales to the local market increased from US$ 14.6 million in 1996 to US$ 27.8
million in 2000. The company has lately also managed to penetrate some cosmetics markets
in the Caribbean and Latin America (Suchel.cubaweb.cu).

In some fields the Cuban products are, of course, already highly rated on the international
market (and thus also among tourists visiting Cuba). This goes for instance for rum and
tobacco. Havana Club International S.A. is a joint venture with the French company Pernod
Ricard. Since the creation of the JV in 1994 sales of Havana Club have increased five fold.
Before the crisis Cuban rum was mainly exported to the socialist countries.

Havana cigars are another example of successful export promotion in association with a
foreign partner. In 1999 the Cuban SOE, Habanos S.A. sold 50 per cent of its shares to
Altadis, a Spanish-French merger between Tabacalera (Spain) and Seita (France). The venture
has apparently been a great success with a reported gross revenue of US$ 260 million in 2001,
6 per cent of which was accounted for by the dollar market in Cuba (Caribbean News, 5
march 2002).

Sherritt International’s diversification of its interests in Cuba is an interesting case. It has after
its start-up in Cuba in the early 1990s diversified into sectors that are directly or indirectly
related to the tourism industry (such as cellular telephony, food industry, and lately also the
hotel and catering business). The whole thing started in 1994 with the formation of a 50-50
joint venture that also could serve as a model for other developing countries. The JV
agreement was signed between Sherritt and the Cuban SOE Compafiia General de Niquel
S.A., resulting in three jointly owned subsidiaries: (1) one mine with one processing plant in
Moa, Cuba; (2) a refinery plant in Alberta, Canada; and (3) a sales and marketing company
firm in Bahamas. This has meant not only technological (and environmental) upgrading of the
facilities in Cuba, but also for Cuba to get a share in refining capacity, and not least access to
the nickel markets (outside the United States).® Since 1994 the Moa plant has doubled its
output thanks to modernisation carried out jointly with Sherritt. Most of the plant managers

% Omar Everleny Pérez, ‘La inversion extranjera directa en Cuba: Evolucion y perspectivas’, paper presented to
XXIIT LASA Congress, 6-8 September, 2001 (Washington D.C.).
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are Cubans (trained in modern management techniques), and 30 other Cuban professionals are
based at the Alberta plant in Canada.”

One of the problems for Sherritt is that the deal falls under so-called ’trafficking with US
owned property’ title under the Helms-Burton Law. The company is under a constant threat to
be sued in US courts, and the executives of the company (and their families) are not allowed
into the United States. But instead of giving in to US pressures, Sherritt has been expanding
its activities in Cuba, also into new areas, such as petroleum and gas, telecommunications and
tourism making the company the by far largest investor in Cuba. It is estimated that Sherritt
accounts for over 80 per cent of Canadian investments in the island (globalexchange.org, 11
October 2000). Recently Sherritt has signed and agreement with the Spanish chain Sol Melia
for the construction of 14 luxury hotels in Cuba (Cuba Business Journal).

The impact of tourism on the Cuban economy

We have now come to a begging question: what are the effects of the investments made in
Cuban tourism? It has been argued, for instance by de Holan and Phillips that Cuba’s
commitment to tourism as an engine of growth ‘presents high risks for declining returns’ (de
Holan and Phillips 1997). De Holan and Phillips have looked at what they call ‘leakages’ in
hard currency earnings in the Cuban tourism industry. By ‘leakages’ they mean the gap
between the trend of the number of visitors and hard currency earnings (cf. Table 1). Thus a
decreasing ‘income per tourist’ would be such a measure of increasing leakage, or
diminishing returns. The argument is that Cuba might be looking exaggeratingly at
quantitative targets, such as number of tourists (like setting the target of seven million tourists
by 2005, as was the case some years ago), instead of looking at means and ways of increasing
the spending per tourist while he/she is in Cuba.

A look again at Table 1 tends to confirm the authors’ concern. Their analysis ends at 1995 by
which time the ‘leakage’ tended to stagnate. After 1995 the income per tourist has steadily
declined year by year, and was in 2000 at the same level as in 1992, that is, just when the
tourist boom started. It is not clear what is the reason for this growing ‘leakage’, but it is a
fact that if the ‘income per tourist’ level of 1995 had been maintained, then gross hard
currency income would have been US$ 2.6 billion in 2000, instead of US$ 1.8 billion, or a
difference of US$ 800 million. The ‘leakage’ might occur as a result of visitors spending less
time per visit in Cuba. This is suggested by the fact that the average length of stay in Cuba has
declined from 10 days in 1993 to 7.8 days in 1999 (Crespo and Suddaby 2000). The ‘leakage’
might also be the result of tourists spending less money during their visits. This could be
because there is not enough to do (and to spend money on) for the tourists so far in Cuba.

" Business Week, 17 March, 1997.
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Another (complementary) explanation could be that the new trend among tour operators to
require use of the concept of ‘all included’ hotels (and package tours) discourage tourists to
spend money outside the hotels. Another factor that no doubt has an impact on dollar income
is the exchange rate. The appreciation of the dollar against the ecu/euro has no doubt also
played a role in the stagnating tourism income as calculated in dollars. Whatever the reason,
the apparent ‘leakage’ is no doubt an area of concern for the Cuba tourism authorities.

However, success can also be measured in other terms. It all depends on how one looks at it.
According to official data, the domestic share of deliveries to the tourism industry increased
from 12 per cent in 1990 to 65 per cent in 2001, and the national participation in the sales of
the TRDs increased from 29 per cent in 1996 to 51 per cent in 2000. These shares look
impressive, especially having increased over such a short period, but it is not clear how they
are calculated, for instance, to what extent imports of raw materials to the local industries are
deducted, or not.

The Cuban dollar market is especially important for upgrading of the light industry. This
industry, integrated by more than 100 companies, delivered goods valued 135 million in 2001,
and expected to increase to 198 million dollars to the TRDs in 2002. At the same time sales to
the tourism sector stagnated in 2001, at the level of about 46 million (El Economista de Cuba,
February 2002).

The food and beverages industry is a case in point. It had by 2000 sixteen joint ventures. In
1996 a company, Coralsa, was created to be a partner in joint ventures and other types of
technology transfer with foreign companies, in order to find markets, technology and
financing for the upgrading of the food and beverages industry.® Most of the upgraded local
industries are primarily oriented towards the domestic market (the tourism sector and the
TRDs), but are also looking towards new export markets (especially in the Caribbean and
Mercosur).

The technologically upgraded, modernized part of the Cuban industry thus delivers over 60
per cent of the goods consumed by the tourism industry. That is high figure compared to other
tourist destinations in the Caribbean. However, it is difficult to know for sure how much of
the dollar income actually stays in the country. Even if it is true that local industries deliver an
increasing share of the goods demanded by the mushrooming hotel branch, it is not clear to
what extent such industries in turn are depending on imported inputs: in other words, how
much of the value added is produced in Cuba. In order to find out it would be necessary to
have access to an input-output matrix for the Cuban economy. The last such matrix was
constructed in 1987 and is thus of little relevance today.

¥ Everleny Pérez, ‘La inversion extranjera directa en Cuba: Evolucién y perspectivas’.
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Work on a new input-output matrix covering all economic activities is not prioritized in
Havana at present (apparently on economic grounds). Instead the Ministry of Tourism is,
together with the National Statistics Office, working on so-called ‘satellite accounts’, that is,
an input-output matrix that relates to the tourism industry alone. Such a matrix would indeed
facilitate monitoring the impact of the ‘engine of growth’. The matrix has, however, not been
published. One reason is apparently that the result is very shaky (and even contradictory and
difficult to interpret), inter alia due to the complications connected with a ‘bifurcated
economy’, with a parity rate (1:1) between the US$ and the Cuban peso in national accounts,
while the parallel market rate is 26 pesos to the US$. Cubanacan, for instance, mostly makes
its sales in foreign currency but buys in pesos from local industry and services. Local industry
on the other hand imports raw materials and inputs at parity rate, but pays its working staff
with pesos. But if the worker wants to exchange pesos for dollars in order to buy in the TRD,
he/she has to go to the (official) parallel market and pay 26 pesos for the dollar, and so on...It
is an economy that is very difficult to interpret, especially when it comes to an assessment of,
at least with some kind of accuracy, the impact of the ‘the engine of growth’ on economic
restructuring and patterns of growth.

However, it is possible to get some insights into some aspects of income generation from
international tourism in Cuba. Table 4 below gives some rough estimates of the distribution of
gross income in foreign currency (cf. Table 1, third column) earned by different categories
and activities in Cuba, in 1995 and in 2000.

Table 4. Distribution of gross income in foreign Exchange by tourism related activities

1995 2000
US$ million Per cent US$ million Per cent
Tourism units (cf. Table 2) 563 51.2 1100 56.5
Cubana de Aviacion 123 11.2 192 9.9
Airport Activities * * 182 9.3
Cultural Activities * * 160 8.2
Private Sector * * 290%** 14.9
Other 414 37.6 24 1.2
TOTAL 1100 100.0 1948 100.0

* separate data not available but included in ‘other’

**Estimate of private accommodation and private restaurants (‘paladares’) primarily

Source: Anuario Estadistico de Cuba 2000, Table XII: 11; plus official data provided by Mintur and the Ministry
of Economy and Planning

Some pitfalls of the new development strategy

Although using tourism as an ‘engine of growth’, as a springboard for upgrading local
industries (by substituting imports to begin with, but with the longer view of also be
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competitive with new products on the international market), could turn out to be a clever
strategy in the Cuban context, there are, however, many pitfalls. Focusing on tourism as a key
in a new development strategy is not only connected with capturing larger shares of deliveries
of goods and services to the tourism industry in a narrow sense. Most of the segments in a
typical tourist package to Cuba (or any other tourist package for that matter) are appropriated
by other ‘players’, outside Cuba. It has been estimated’ that out of the total spending by a
typical tourist on a package tour to Cuba, the tour operators (TO) get 20 per cent, the airlines
40 per cent and the remaining 40 per cent are spent in Cuba (equivalent to ‘gross income’ in
Table 3). The big winners seem to be the tour operators, and the problem is that they can on
short notice decide on shifting destinations. They very seldom make long- term commitments,
and might change destinations at rather short notice. The decisions are probably rational from
their own points of view, although they seem irrational and sometimes turn out to be
disastrous for the destinations abandoned. But even so, it is possible to capture new segments.
The national airline (in this case Cubana de Aviacidon) can try to compete with the
international airlines, and the national tourist agencies can try to compete with the big tour
operators. But that is an uphill, costly and risky competition.

The big risk involved in relying so much on tourism in a development strategy is thus the
tourists themselves. In other words, there is an overhanging risk that the number of visitors
might stagnate, or even decrease. On the other hand, the number of visitors might, of course,
also dramatically increase if (when) the U.S. embargo is lifted, but could also stagnate or
decline as a result of unexpected international events, such as the terrorist attacks in the
United States on 11 September 2001.

The puzzling manufacturing sector
— how fast is it actually recovering and to what extent are there structural changes in the
Cuban economy as a result of the new development strategy?

The Cuban manufacturing industry is in great need of economic and technological upgrading
as discussed above, and it also seems that industrial activities are recovering. The question is,
however, how fast? One problem with Cuban macroeconomic statistics is that many variables
are, in addition to current prices, accounted for in constant 1981 prices, which might give a
distorted picture of reality. This is, for instance, the case with industrial growth figures. The
usually referred to series suggest that manufacturing and industrial activities (that include
mining, electricity and the sugar industry) had recovered their pre-crisis levels by 2000 (Table
5).

However, if a new series, using 1995 prices, is applied, then manufacturing and industrial
activities are far from the target. By 2000 industrial activities had only recovered 54 per cent

? Estimates provided by Miguel Figueras, adviser to the Cuban Ministry of Tourism (Mintur).
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of the 1989 level, and industrial activities 47 per cent of that same level. The main reason for
this stark contrast between the two series is that the trough is much deeper when measured in
1995 prices, with manufacturing falling to a low of 32 per cent (1993), compared 64 per cent
if measured in 1981 prices. That means a difference of more than 30 percentage points. The
differences are also remarkable, although not so great, in the recovery phase, with a
manufacturing sector growth rate of 5.2 per cent between 1993 and 2000 (measured in 1995
prices), compared to a growth rate of 6.4 per cent (1981 prices).

Now, one could argue that these differences do not mean very much, since recovery is not just
a question of quantitative growth rates but rather of quality and contents. Even if Cuba in fact
had recovered its pre-crisis industrial level in 2000, this does not mean that situation is the
same as in 1989. The structure of the industry is quite different. Many obsolete industries are
gone or inactive, while parts of the industry have been economically and technologically
upgraded. This is probably why it is not a good idea to use 1981 prices that tend to overvalue
old and obsolete industries and technologies.

Table 5. Cuban industrial indices in 1981 and 1995 prices (1989=100)

1981 prices 1995 prices
All industry Manufacturing All industry Manufacturing
1989 100.0 100.0 100.0 100.0
1990 95.0 95.0 92.9 88.6
1991 86.2 85.9 69.9 63.2
1992 73.2 71.8 52.0 40.9
1993 64.7 63.5 39.1 32.2
1994 69.4 68.4 39.7 32.8
1995 74.9 72.8 41.2 36.5
1996 80.8 78.5 46.9 39.9
1997 87.1 85.0 48.2 41.7
1998 89.7 87.8 45.9 41.4
1999 95.4 94.0 49.1 42.9
2000 100.2 98.1 53.5 46.6

Source: Elaborated on the basis of data in Anuario Estadistico de Cuba 1996 & 1999; plus updates based on
official data

Based on 1995 prices it is now possible to estimate structural changes in the Cuban industry
after 1998 (Table 6). The data show that the sugar industry is maintaining its relative strength
in spite of a fall by almost half in real terms. Consumer goods are also maintaining its relative
share, while the share of intermediate goods is increasing. The most dramatic change is seen
in the capital goods industry that has practically disappeared, with a level of only 15 per cent
in 2000 in relation to 1989. There was an important development of the capital goods industry
in the 1980s, especially focussed on supplying machinery and equipment to agriculture
(especially the sugar industry)."

' See, e.g. Claes Brundenius, ‘Development and Prospects of Capital Goods Production in Revolutionary
Cuba’, World Development, Vol. 15.1 (January 1987).
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Table 6. Structural changes in the Cuban industry after 1989 (1995 prices)

1989 1993 1997 2000 2000/1999
Million | Per cent | Million |Percent| Million |Percent| Million Per Per cent
pesos pesos pesos pesos cent
Sugar 1932 16.5 1078 23.5 1092 19.3 1018 16.2 52.7

Industry

Consumer 4189 35.8 1655 36.1 1954 34.6 2207 35.2 52.7
Goods

Intermediate | 4349 37.1 1720 37.6 2402 42.5 2850 45.5 65.5
Goods

Capital 1244 10.6 127 2.8 198 35 192 3.1 154
Goods
TOTAL 11714 100.0 4580 100.0 5646 100.0 6267 100.0 53.5

Source: Elaborated from data in Anuario Estadistico de Cuba 2000 (Table VIII.4) and updates based on official
data. The benchmark for the series is the sector break down in 1989 in 1995 prices.

Another way of looking at structural changes in the Cuban economy is to measure the weight
of e.g. the manufacturing sector in relation to other sectors of GDP. It could thus be
interesting to compare the size of the manufacturing sector with that of commerce (that
includes hotels, restaurants and other tourism related activities). This is done in Table6 below.
The result is quite contradictory and difficult to interpret, however, because the results very
much depend on the price base used. As mentioned above, one major problem in interpreting
the development of the Cuban economy in the 1990s, has been not only the transition from
one national account model to another, but also the use of a very old price bench mark (1981
prices), which tend to distort real growth rates (both negative and positive growth).

The Cuban government has only recently (March 1997) released GDP data measured in 1997
prices, by broad sectors (branch data for the manufacturing sector are thus not released yet).
The new series only relate to the years 2000 and 2001 and it is hence not possible (so far) to
analyse pre-2000 data, using 1997 prices. That is a pity since such an exercise would perhaps
through some light on the quite remarkable revelation that (with the new 1997 price data) the
share of manufacturing in GDP is substantially smaller with the new price series (see Table 7
below), than measured in either current or 1981 prices. It is at this point not entirely clear
what are the reasons behind this remarkable difference, although it is suggested that a major
reason is the way value added taxes are allocated in the new system.'' As shown in the table,
the manufacturing share was in 2000 just 17.9 per cent, when measured in 1997 prices,
compared to almost the double, 37.2 per cent when measured in current prices (or 29 per cent
when measured in 1981 prices).

What is not less remarkable is that the share of the commercial sector, which was around 21
per cent to 22 per cent when measured in current or 1981 prices, increases substantially to 28
per cent when 1997 prices are used. If these new data are trustworthy, it would seem that the
Cuban manufacturing industry has been recovering at a much slower rate than suggested by

" According to official explanations ‘the taxes are (in 1997 prices) attributed to the sector where they are
actually collected.
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the hitherto published data series (based on current and 1981 prices). The new data tend to
confirm the slower manufacturing recovery using the 1995 price series data discussed above.
The 1995 price data series are, however, only available for the manufacturing sector, and thus
cannot be compared with other sectors unfortunately.

Table 7. Share of manufacturing and commerce in Cuban GDP using different price
bench marks (per cent)

1989 1997 2000 2001
Manufacturing
Current prices n.a. 36.6 37.2 n.a
1981 prices 25.0 28.5 29.0 n.a.
1997 prices n.a. n.a. 17.9 17.4
Commerce*
Current prices n.a. 21.1 20.9 n.a.
1981 prices 26.3 21.8 21.4 n.a
1997 prices n.a. n.a. 28.0 27.9

* incl. hotels and restaurants
Source: Elaborated by the author from data in AEC 1996, AEC 2000, and ONE 2002

Considering this confusion, with contradictory figures, it is difficult to determine to what
extent the new development strategy based on ‘tourism as the locomotive’ has had an impact
on recovery and sustained growth in the manufacturing sector. It is, however, clear that it sas
had an important impact, but it is with the data available impossible to decide with any
exactness how important it has been. There has been important growth in especially the light
industry, and above all in the construction material industry, and telecom equipment, as
shown in Table 8 below. The textile industry has, however, experienced a negative rate. The
rapid recovery of the communications equipment branch should be seen in the light of the low
level at the trough in 1994 (8.4 per cent in relation to 1989), which suggests that the branch
was virtually reconstructed and upgraded ‘on the ashes’ of the old one.

Table 8. Decline and recovery of some manufacturing branches (1995 prices)

1989=100 Recovery Rate Productivity
1994 2000 (1994-2000)* Growth**
Food 44.6 53.7 3.1 2.6
Beverages 55.5 81.1 6.5 5.9
Tobacco 67.6 86.2 4.1 0.0
Textiles 22.6 19.5 24 6.6
Leather & Shoes 30.3 47.1 7.6 9.4
Apparel 13.6 22.5 8.8 11.5
Construction materials 18.5 29.2 7.9 14.7
Transport equipment 11.9 16.1 52 3.0
Communication equip 8.4 62.8 39.8 48.3
Tot Manufacturing®** 32.8 46.3 59 6.6

* Annual rate of growth 1994-2000

**1994-2000

** Manufacturing industry average, excluding sugar industry

Source: Elaborated by the author from data in Anuario Estadistico de Cuba 2000, Table VIII.1, and other official
data
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Concluding remarks

Cuba has against all odds succeeded in making significant advances in restructuring and
transforming its economy after the downfall of the ‘socialist camp’ in Eastern Europe, and
has after a deep depression managed to get the economy on a positive - albeit modest - growth
trajectory after 1995. The quick switch to tourism as the engine of growth in a new
development strategy has no doubt been instrumental in this success story. However, there are
still many questions unanswered about the viability of this strategy, especially about its
sustainability in the long run. Unexpected international disasters (like the terrorist attacks in
the United States with its negative repercussions on the global economy) are events over
which Cuba has little or no influence. Tourism is, like commodity exports, very vulnerable to
the ups and downs of the global economy. According to preliminary estimates tourist arrivals
in Cuba were considerably lower in the first quarter of 2002 compared to the first quarter of
2001, and gross income from tourism declined in 2001 in relation to the year before.

However, international arrivals in Cuba will sooner or later start picking up again, and so will
tourism income, but it is not very likely that the growth scenarios made in the past will hold.
Even a low key scenario of 3 million tourists in year 2005, which until recently seemed quite
realistic, might be difficult to reach. This could lead to mounting pressures on the Cuban
economy, especially if so much of the development effort will continue to be conditioned by
the future growth of tourism. The situation (and the scenarios) might, however, change
dramatically if there were to be a reversal of U.S. policies towards Cuba in sight. The ending
of the U.S. embargo and lifting on U.S. sanctions on travel to Cuba would certainly lead to a
rapid increase of U.S. visitors to the island. If this happens within the near future, it will
undoubtedly have a beneficial effect on the Cuban economy, although it might also have
political implications.
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